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2 
KEY ECONOMIC INDICATIONS - LUXEMBOURG 


All values in millions Luxembourg Francs unless stated otherwise (1). 
Average annual exchange rates: 1977, $1= 35.84; 1978 $l1= 31.78; 
1979, $1l= 29.44. 


1977 1978 1979 Change % 
1978/1979 


INCOME AND PRODUCTION 


GDP at current prices (2) 101186 110226 117824 
GDP at constant prices (1975) (2) 88398 92236 94634 
Per capital GDP at current 

prices (2) 0.280 0.304 0.324 
Private consumption 60877 64889 69235 
Gross investment (current) (2) 26317 28457 32362 
Crude steel production 

(1000 tons) 4329 4790 4950 
Average hourly industrial 

wage (October) 198.5 208.2 218.4 


EMPLOYMENT (absolute figures) 


Total active population 156000 156100 156700 
Foreigners in labor force 49100 49800 50400 
Industrial employment 70000 69500 69500 
Wage earners in steel industry 22299 20450 20584 
Unfilled employment offers 192 263 252 
Unemployed 821 1166 1055 


MONEY AND PRICES (3) 


Public Debt 20673 23258 
Budget reserves 6317 7335 
Bank deposits (4) 354000 404000 
Consumer Price Index (December) 

(1965 100) 194.57 201.13 


GOVERNMENT BUDGET 


Total Receipts 
Total Expenditures 
Surplus (+) / Deficits (-) 


FOREIGN TRADE (5) 


Exports 66376 71967 86127 
EC Share ($%) 15.5 75.9 78.6 
U.S. Share ($%) 5,2 BF, 4.3 


Imports 73891 80619 92677 
EC Share (%) 92.8 92.3 90.0 
U.S. Share (%) Se Zo 3.8 


Balance of Trade -7515 -8652 -6550 


Footnotes: 


(1) The Luxembourg Franc-Dollar exchange rate vatied significantly 
in 1979 so that any conversion of Luxembourg Francs into dollars 
would distort the data. 


GDP, consumption and investment figures for 1979 are estimates. 


As there is a unified currency for Belgium and Luxembourg,no 
separate monetary data exists. 


Deposits in banks and savings bank. 
As Luxembourg trade statistics are subsumed in the official data 


for the Belgium-Luxembourg Economic Union, these are estimates 
by Luxembourg authorities. 





INTRODUCTION AND SUMMARY 


Luxembourg boasts an open economy, a significant and sophisticated 
steelmaking industry, growing diversification into other manufacturing 
and service industries, a skilled work force and a stable society. Over 80 
percent of Luxembourg's GDP is foreign trade related, and the Grand 
Duchy maintains an open arms policy towards new foreign investment. 
After many years of near continuous growth, Luxembourgers enjoy one of 
the highest standards of living in the European Community (EC). 


The pace of economic growth slowed in Luxembourg in 1979 as it did in 
most industrialized countries, but Luxembourg still scored a respectable 
2.7 percent real increase in GDP. Inflation was kept to a reasonable 4.5 
percent and unemployment remained at less than 1 percent. Luxembourg 
is experiencing the worldwide trend of lower growth rates and higher 
inflation in 1980, and government planners expect real GDP growing at 
less than 2 percent and inflation increasing at a 6.5 percent annual rate. 


Luxembourg is an active proponent of free trade, and most of its 
economy is export oriented. In addition, imports provided Luxembourg 
with 90 percent of its consumer goods. The Grand Duchy has run small 
trade deficits since 1974. Most of Luxembourg's trade is with fellow EC 
states, especially West Germany, Belgium, and France. Trade with the 
United States amounts to only 4 percent of Luxembourg's total foreign 
trade although the United States is an important market for Luxembourg 
steel. 


Steelmaking remains the backbone of the Luxembourg economy although 
employment cutbacks due to modernization and the growth of new 
industries have lessened its relative importance. In 1979, improved 
productivity and better world market conditions enabled Luxembourg 
steel, i.e. Arbed, to cut post-depreciation losses to $7.4 million 
compared to $60.4 million in 1978. Nonetheless, deteriorating market and 
eost factors in 1980 make forecasts on Arbed's immediate prospects 
unfavorable. The outlook on Arbed's future into the 1980's is problematic. 


Non-steel manufacturing had a good year in 1979 with a 3.5 percent 
increase in production compared to negligible gains in 1978. Non-ferrous 
metals led the sector with a 22 percent production increase. Agriculture 
showed only a 0.9 percent growth in 1979 because of poor weather. 





Luxembourg continues to flourish as an international banking center. 
With 109 banks having assets of $110 billion, the Grand Duchy is now the 
third ranking banking center in Europe and the preeminent market for 
Euromark transactions. Luxembourg's moderate right of center 
government's 1980 and 1981 budget plans are slightly in deficit, but the 
deficits will be covered by previous budgetary surpluses. The 
government's chief economic priorities are maintaining near full 
employment and containing inflation. 


Although Luxembourg is prosperous and per capita imports are high, the 
small size of the country precludes many United States firms from 
targeting Luxembourg as a market for United States-made products. A 
marketing strategy, which includes the lucrative Luxembourg market 
within a Benelux framework would be, in many cases, more cost 
effective. An exception to this strategy is sales of raw materials and 
machinery to the iron and steel industry. Luxembourg welcomes foreign 
investment, and numerous United States firms have done well here. The 
Government offers individually tailored investment incentives sometimes 
including land, infrastructure, financing, and tax rebates. 


CURRENT ECONOMIC SITUATION 


Luxembourg is one of the European Community's most prosperous 
members with a gross domestic product of $4 billion at current prices and 
per capita income of $11,000. However, with 80 out of every 100 workers 
involved in foreign trade related activity, Luxembourg's economic 
vitality rests to a significant degree on the economic health of its trading 
partners, especially West Germany, Belgium, and France. Since 
Luxembourg imports about 90 percent of its consumer goods needs, other 
countries' inflation rates have a pronounced effect on Luxembourg 
prices. Despite these constraints in a changing world economy, the 
Grand Duchy in 1979 posted a respectable 2.7 percent real increase in 
GDP, compared to 3.2 percent in 1978, held inflation to 4.5 percent, 
compared to 3.3 percent in 1978, continued to enjoy labor peace, and had 
a less than 1 percent unemployment rate. 


FOREIGN TRADE 
With its major firms 95 percent export oriented, and imports providing 90 


percent of its consumer goods, Luxembourg is, unsurprisingly, an active 
proponent of liberal foreign trade. 





Luxembourg's commitment to foreign trade, the small size of the 
economy and the country's central position in the European Community 
has led to the economy's close integration with other EC economies, 
especially Belgium's. Luxembourg belongs to the Belgium-Luxembourg 
Economie Union which provides for a common currency and monetary 
policy. Luxembourg is also a major supporter of European economic 
unity. The presence of several Common Market institutions here 
demonstrates: graphically the Grand Duchy's commitment to a United 
Europe. 


The Luxembourg trade account has run small but persistent deficits since 
1974, because of the drop in its steel exports and increasing internal 
demand for quality consumer goods. However, although Luxembourg had 
a $210 million trade deficit in 1979, service revenues and factor payments 
resulted in a balance of payments surplus between $700 and $750 million. 
West Germany, Belgium, and France are Luxembourg's biggest trading 
partners. In 1979, West Germany supplied 35 percent of the Duchy's 
imports, and took 30 percent of its exports; Belgium 34 percent of 
imports and 18 percent of exports; France 14 percent of imports and 16 
percent of exports. The European Community, as a whole in 1979, 
provided 90 percent of the Duchy's imports and consumed 79 percent of 
its exports. 


In contrast, the United States sold Luxembourg about $120 million in 
goods and services in 1979 or 3.8 percent of Luxembourg's imports, and 
bought $123 million, mostly steel products, or about 4.3 percent of total 
Luxembourg exports. 


IRON AND STEEL 


The Luxembourg iron and steel industry, i.e. Arbed, remains the most 
important sector of the Duchy's economy. Despite 6 years of cutbacks 
stemming from worldwide steelmaking overcapacity, Arbed still 
employed about 19,000 or 12.1 percent of the 1979 Luxembourg work 
foree. Arbed had a 1979 turnover of over 45 billion FLux. or 38 percent 
of GDP. Continued improvements in productivity and world market 
conditions enabled Arbed to cut its post-depreciation losses to 218 
million FLux. ($7.4 million), compared to 1,919 million FLux. ($60.4 
million) in 1978. In this generally upbeat period, Arbed was also able to 
make good progress in its 4 year modernization/rationalization plan, 
bringing into operation new steel mills, phasing out obsolescent plants, 
and trimming its work force through natural attrition. Nonetheless, a 
downturn in demand, caused by the slowdown/recession in the industrial 
countries, hit Arbed in the second quarter of 1980 and once again makes 
predictions on the size and shape of the Luxembourg steel industry into 
the 1980's problematic. 





THE NON-STEEL ECONOMY 


Luxembourg's second most important sector is international banking. The 
109 banks now located here form the third ranking banking center in 
Europe and the preeminent market for Euromark transactions. Banks 
from 18 countries include the United States, France, Switzerland, 
People's Republic of China, and Japan, although West German banks are 
predominant. Mid-1980 bank assets totaled $110 billion compared to $90 
billion in mid-1979. The Luxembourg banking center also has shown its 
flexibility in adapting to changing financial conditions. For example, 
with the decline of the Eurobond market in 1980, Luxembourg banks 
became much more active in gold trading. The banking center is also 
important to the domestic economy, employing almost 7,000 workers or 
about 4.5 percent of the work force. More importantly, the banks, 
collectively, have become Luxembourg's largest taxpayer contributing 75 
percent of corporate tax revenue and 20 percent of total revenue. 
Luxembourg is also the home of the European Community's European 
Investment Bank and of approximately 5,000 holding companies. 


Non-steel manufacturing saw a modest 3.5 percent increase in production 
compared to the near zero growth experienced in 1978. Non-ferrous 
metals production led the sector with a 22 percent increase. Rubber 
(plus 10 percent), Chemicals (plus 7 percent), and ceramics (plus 6 
percent) also made respectable gains. Most new foreign investment has 
been in the non-steel manufacturing sector. 


Poor weather held the agricultural sector to an almost negligible 0.9 
percent growth rate in 1979. Wine production was particularly hard hit 
and fell 15 percent in volume terms. Animal and dairy products also fell, 
but only by about 1 percent. A 2.6 percent volume increase in cereals, 
however, was enough to offset the decline in wine, animal, and dairy 
production. 


THE BUDGET AND THE EFFECT OF GOVERNMENT POLICY ON THE 
ECONOMY 


Luxembourg's moderate right of center government plans in its second 
year of office, to continue, its, and prior government policy of a more or 
less balanced budget. Total government spending for 1980 is planned at 
approximately $1.5 billion compared to $1.4 billion in 1978. The 1980 
receipts should run about $20 million less than anticipated expenditures 
with the unfunded deficit covered by prior budgetary surpluses. For 1981, 
the government plans a $1.8 billion expenditure and a $1.75 billion receipt 
budget. The 20 percent budget expenditure increase from 1979 to 1980 
results partly from a deteriorating dollar to Luxembourg frances exchange 
rate. 





The 1981 budget does show a 10-ll percent increase over 1980 in current 
Luxembourg frane terms, but this includes an anticipated 7 percent 
inflation factor. Past budget surpluses again would cover the planned $50 
million 1981 unfunded deficit. The government has been successful so far 
in achieving its top economic priorities of maintaining near full 
employment and assisting the economy's recovery from the 1974-75 
recession by providing loans and grants to Luxembourg industry and by 
offering incentives for new employment- generating foreign investment. 
Foreign labor, mostly from Italy and Portugal, make up 35 percent of the 
work force, but new jobs were created in 1979 which kept the 
unemployment rate under 1 percent. Restraining inflation by formal and 
informal price and wage controls was another economic priority. 
Although the 1979 inflation rate here rose to 4.5 percent from the 3.3 
percent experienced in 1978, the Grand Duchy still had one of the 
European Community's lowest inflation rates despite the import intensive 
nature of the economy. 


OUTLOOK FOR THE REST OF 1980 AND 1981 


The fundamental fact of life governing Luxembourg's foreign trade 
dominated economy is its critical links with the European Community. 


Fully 90 percent of Luxembourg's imports and 79 percent of exports are 
with the EC. Trade with West Germany, Belgium, and France are 
especially significant. The United States is also an important market for 
Luxembourg steel products. The slowdown of the other EC economies 
and the recession in the United States have thus had an important impact 
on the Grand Duchy. Luxembourg economic planners forecast an 
increase in real growth for 1980 at no more than 2 percent. The extent of 
real gains in 1981 depends on the depth and duration of the slowdown 
effecting the world's industrialized economies. After a few years of 
minor price increases, inflation has reemerged as a serious problem. The 
annual inflation rate for 1980 is forecast at 6.5 percent, which is still, 
admittedly, one of the lowest inflation rates in the European 
Community. 


Luxembourg's success at limiting inflation is due to an active system of 
price controls, near balanced budgets, and a labor force which has not 
pressed for inflationary wage increases. Nonetheless, the economy's 
dependence on imported goods, wage indexation, as well as Luxembourg's 
lack of an independent monetary authority, reduce the government's 
freedom of action in combatting inflation. 





Luxembourg's less than 1 percent unemployment rate should remain low 
through 1981. However, the government will still be challenged with 
providing employment to new-to-market job seekers and additional 
workers being shed by the country's steel industry. 


IMPLICATIONS FOR THE UNITED STATES: TRADE AND INVESTMENT 
OPP ORTUNITIES 


Luxembourg's sophisticated banking sector, impressive per capita income, 
and low production capacity of consumer goods make the Grand Duchy an 
attractive market for United States exports, especially banking 
equipment and consumer goods. However, United States firms should 
take into account the small size of the country and consider including 
Luxembourg as part of a  Belgium-Luxembourg or  Belgium- 
Luxembourg-Netherlands marketing strategy. For example, many of 
Luxembourg's larger retailers are, in fact, branches of Belgian companies 
whose buying headquarters are in Brussels. Exceptions to this strategy 
are banking equipment and specialized materials and equipment for steel 
making. Here the market is big enough to support sales efforts aimed 
directly at Luxembourg firms. 


Luxembourg has traditionally weleomed United States investment. 
Following World War II, the government decided to diversify the 
economy, then based solely on iron and steel and agriculture, and offered 
direct and indirect investment incentives. These incentives, plus 
Luxembourg's central position in the European Community, adequate 
transportation and communication facilities, disciplined and 
well-educated work force and political stability, resulted in several 
United States firms setting up several small-and middle-size production 
facilities here in the 1950's, 1960's and 1970's. These included 
multinationals such as Goodyear, Dupont, and Monsanto, as well as other 
United States firms such as Square D Industries and Cleveland Crane & 
Engineering. 


Luxembourg today remains competitive in attracting United States firms 
that decide to produce directly in Europe. The government offers a 
package of incentives tailored to the specific needs of each investment. 
Some of the incentives given to recent United States manufacturing 
investors included land, utility hook-ups, partial interest rebates on loans 
by authorized Luxembourg banks, state loan guarantees, capital subsidies 
and tax relief. United States companies here also cite ease of access and 
flexibility of the government and general labor and societal stability as 
plus factors in their decision to set up facilities in Luxembourg. Some 
United States industries that have come to Luxembourg recently are 
Catalyst Recovery, Guardian Industries, and General Motors. 


% U. S. GOVERNMENT PRINTING OFFICE: 1981—341-007/365 








